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Pressures Toward Health Care Reform
PHILIP R. LEE, MD; DENISE SOFFEL, PhD; and HAROLD S. LUFT, PhD, San Francisco, California

Signs of discontent with the health care system are growing. Calls for health care reform are largely motivated by the
continued increase in health care costs and the large number of people without adequate health insurance. For the past 20
years, health care spending has risen at rates higher than the gross national product. As many as 35 million people are
without health insurance. As proposals for health care reform are developed, it is useful to understand the roots of the cost
problem. Causes of spiraling health care costs include "market failure" in the health care market, expansion in technology,
excessive administrative costs, unnecessary care and defensive medicine, increased patient complexity, excess capacity
within the health care system, and low productivity. Attempts to control costs, by the federal government for the Medicare
program and then by the private sector, have to date been mostly unsuccessful. New proposals for health care reform are
proliferating, and important changes in the health care system are likely.
(Lee PR, Soffel D, Luft HS: Costs and coverage-Pressures toward health care reform. West J Med 1992 Nov; 157:576-583)

This paper is the first in a series on
health care reform.

Early this year, as signs of discontent continued to build
about the United States health care system, an experi-

enced observer of the health policy process was led to re-
mark, "There will be no more politics as usual" (E. B.
Dowell, former Director of Governmental Affairs, Blue
Cross of California, oral communication, April 1992). After
years of neglecting issues related to health care, except for a
limited interest in the acquired immunodeficiency syndrome
(AIDS) epidemic, the media have suddenly turned their at-
tention to this subject. In addition to national newspapers, in
the past year Time, Fortune, The National Journal, and Busi-
ness Week have run cover stories on the health care crisis.
Public television produced a special program on health care,
and major news programs, "60 Minutes" and the "MacNeil/
Lehrer NewsHour," dedicated segments to this dilemma.
Media activity increased rapidly throughout 1991, and issues
concerning management of the health care system have
shown the greatest increase in media activity (IssueScan, 4th
quarter, 1991).

A survey conducted by Louis Harris and Associates in
1988 found that 89% of Americans wanted to see a dramatic
change in the health care system: 29% thought that the health
care system needs to be completely rebuilt, and an additional
60% thought that the system needs fundamental changes.1 A
poll conducted by Time and the Cable News Network found
that 91% of Americans thought that the health care system
needs fundamental change, and 75% of those surveyed said
that costs are much higher than they should be (J. Castro,
"Condition: Critical," Time, November 25, 1991, p 34). A
poll in 1990 found only 10% of Americans satisfied with the
current health care system, in contrast to 56% in Canada,
41% in West Germany, and 22% in Great Britain.'

The results of many of these polls were summarized in
1991 by Blendon and Donehue:
Opinion polls indicate that support for a national health plan is at a 40-year
high point and more than 10 national and statewide surveys conducted
since 1989 indicate that between 60 and 72 percent of Americans are in fa-
vor of such a plan By some of these measures, the public's enthusiasm
for the concept of a comprehensive program of national health insurance
exceeds the level of support for Medicare in the year prior to its enactment.
In fact, a recent Roper Organization survey indicates that 69 percent of all
Americans surveyed would approve extending Medicare coverage to all
citizens.2ppl73,175)

More recent polls indicate continuing discontent with the
present system, particularly the high costs of care. In an exit
poll after the Pennsylvania special senatorial election in No-
vember 1991, people were asked what they thought was the
biggest problem with health care for themselves and their
families; 77% of the voters responded that the biggest prob-
lem was cost. Voters in the New Hampshire primary cited
health care and national health insurance as the second most
important factor in deciding their votes-after the recession
and concerns for the economy ("Health Reform Number
Two Issue in New Hampshire," News Release, Henry J.
Kaiser Family Foundation, Menlo Park, Calif, February
1992). The most recent Kaiser/Commonwealth Health In-
surance Survey found that Americans are increasingly dissat-
isfied with their health care and with the health care system
("Survey Shows Widespread Public Concern About Health
Insurance Coverage and Costs," News Release, Henry J.
Kaiser Family Foundation, Menlo Park, Calif, April 1992)
and that 60% of Americans think it is the responsibility of
government to provide health insurance to all, compared with
34% who believe it is the responsibility of the private sector.

Clearly the public perceives a problem that stems from
the high cost of health care, and they call for the federal
government to engineer major reforms. Research by the Pub-
lic Agenda Foundation, in association with the Gallup orga-
nization and the Employee Benefit Research Institute,3
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suggests that the public is particularly concerned about out-
of-pocket costs. According to the Public Agenda Foundation,
people attribute high costs to "unnecessary tests, overpaid
doctors, wasteful hospitals, profiteering drug companies,
and greedy malpractice lawyers."t3(p4) Surveys have found that
the great majority of the public thinks that spending on physi-
cian services is too high and that physicians are too interested
in financial reward.4

The general public concern is that physician fees are too
high, and, in fact, physicians' real earnings have increased
considerably in the past decade. Average inflation-adjusted
physician income grew by 24% from 1982 to 1989.5 This
increase was not spread equally across all specialties, how-
ever, with some experiencing only modest gains as others
reaped dramatic increases. In areas like family practice and
internal medicine, income levels have been relatively flat.

Although Medicare policy changes to control costs have
been enacted by Congress since 1983, little interest has been
shown for systemic reforms until recently. Only in the past
year has the notion ofa major federal role in cost containment
for the private sector begun to attract serious attention. In
recent years, more than 40 bills have been introduced in
Congress, ranging from incremental changes in health insur-
ance and malpractice reform to sweeping "top-down" re-

form. The three basic approaches before Congress are a

market approach, a single-payer approach, and a "play or

pay" approach.6'7
At the state level, discontent is also evident, particularly

with reduced state revenues and climbing Medicaid expendi-
tures.8 Minnesota recently enacted a plan to cover the unin-
sured,9 and more than 30 states are considering major health
care reforms.

Physicians agree that there is a problem, although they
tend to focus on the uninsured rather than on rising costs.
Health care reform issues are beginning to attract attention
within medicine. The American Medical Association, the
American College of Physicians, and the American Acad-
emy of Family Practice all supported the Medicare fee sched-
ule included as part of the 1989 Medicare physician payment
reforms enacted by Congress. One of the first physician-
authored health care reform proposals, set forth by the Physi-
cians for a National Health Program, appeared in an article
published in January 1989.10 The landmark May 15, 1991,
issue ofthe Journal ofthe American Medical Association and
now a second special issue dedicated to health care reform
proposals illustrate a broad, open approach, in contrast to the
past when most proposals suggesting government interven-
tion were rejected out of hand by physician organizations.
Indeed, the American Medical Association has endorsed the
idea of government-mandated private insurance coverage"
and has hinted that it might support some form of overall cost
containment. The California Medical Association qualified a

proposition for the November 1992 ballot called Affordable
Basic Care that would require employers to provide health
insurance for their employees.'2 In September 1992 the
American College of Physicians published their plan for sys-

temwide reform in the organization and financing of health
care. 13

Factors Driving Reform-Rising Costs
and the Uninsured

Growing calls for health care reform in the United States
are largely the result of two factors: the continued increase in
health care costs, which have been well above increases in
gross national product (GNP) for most of the past 20 years,
and the large number of uninsured and underinsured.'4 In
addition, as costs increase, employer coverage is deteriorat-
ing. Millions of people will not change jobs for fear of losing
their employment-based private health insurance. This is due
in part to the erosion of risk-pooling and the increasing use of
experience rating, the practice of pegging a group's insur-
ance premiums to its historical use patterns. This practice is
in contrast to community rating, which charges insurance
premiums based on the experience of an entire community
rather than a small group. Insecurity about changing health
plans is further exacerbated by preexisting condition clauses
that exclude or impose restrictions on coverage for health
problems documented at the time of enrollment. Finally, it is
a matter of increasing concern that the United States does not
compare well with other industrial democracies in universal
coverage, cost containment, and health status.

Rising Health Care Costs
The most important factor propelling health care reform

in the United States is the cost of health care, both in absolute
terms and in the rate of cost increases. A few figures tell the
story. Measured in current dollars, health care spending in
the United States between 1970 and 1990 rose at an annual
rate of 11.6% whereas national income, as measured by the
GNP, increased at an average annual rate of 8.8%.5 As a
result, the share of the GNP devoted to health care grew by
more than half in 20 years: from 7.3% to 12.3%. The Com-
merce Department predicts that the share of the GNP devoted
to health care will rise to 14% in 1992. The Health Care
Financing Administration (HCFA) projects that health care
will absorb more than 16% of the GNP by the year 2000.

The pluralistic nature of health care financing means that
persons, families, insurers, employers, and government at all
levels (federal, state, and local) are affected by high costs.
Steuerle estimated that total US health care expenditures in
fiscal year 1992 will be $768 billion, drawn from the follow-
ing sources of financing: individuals (out of pocket), private
health insurance (employer's share), Medicare, Medicaid,
other public programs, federal tax subsidies, private health
insurance (employee's share), other private sources, and
state tax subsidies (Figure 1). 16

In the end, it is families and individuals who bear the
financial burden. In his report, Steuerle analyzes the cost to
families in a manner that reveals the true cost of health care. 16

He estimates that the average expenditure per household is
$8,000 per year. Of this, only about a third is paid directly by
household members. The largest costs are indirect, particu-
larly through taxes that finance public programs and reduced
wages that are siphoned into insurance premiums paid by
employers (Table 1).16

Spiraling costs are also endured by Medicare beneficia-
ries. Although Medicare is a major source of financial secu-
rity for older Americans, the proportion of their income
spent on health care is increasing. In 1972 they spent 10.6%

THE WESTERN JOURNAL OF MEDICINE a NOVEMBER 1992 o 157 9 5 577



CARE REFORM

Figure 1.-The graph shows
the estimated sources of fi-
nancing for United States
health care expenditures,
fiscal year 1992 (adapted
from Steuerlel6).

of their income on health care. This rose to 16.2% in 1984
and 17.1% in 1991. 1 The bulk of the increase has been in
Medi-Gap premiums and direct out-of-pocket costs-deduct-
ibles and coinsurance for private health insurance and Medi-
care Part A and Part B; balance bills and uncovered services,
such as prescription drugs; and nursing home costs.

Health care is also taking a growing portion of federal
funds. In 1970, spending on health constituted 7.1% of the
federal budget, a share that rose to 13.4% in 1990. The
Congressional Budget Office projects that health care will
account for more than 20% of the federal budget by 1996.18
Although federal health expenditures are projected to rise by
7.0% annually, Social Security expenditures are expected to
rise by 2.2%, net interest on the debt 1.4%, and the percent-
ages devoted to all other federal expenditures are expected to
decline. I9

Uninsured Americans
The second major factor stimulating a host of health care

reform proposals is the growing population of uninsured per-

sons. Most estimates place the number ofAmericans without
public or private health insurance between 31 and 36 mil-
lion.20 The 1987 National Medical Care Expenditure Survey
found that 18.5% of the population (47.8 million Americans)
lacked health insurance for all or part of 1987. On any given
day, between 34 and 36 million were uninsured, and 24.5
million were uninsured throughout the year. 1 Analysis ofthe
March 1990 Current Population Survey found that 33.4 mil-
lion people (13.6% of the population) had no health insur-
ance (public or private) throughout 1989.21 Thus, millions of
people in this country lack access to even the most basic
health services.

The 1987 survey found that of the uninsured population,
70% were employed or dependents of employed persons.
Approximately 10% are unemployed persons and their de-
pendents, and the remainder are nonworkers, such as stu-
dents. 14

The number ofuninsured increased rapidly between 1979
and 1984, from 28.8 million in 1979 to 37.3 million in
1984. " The most notable factor in the rising number ofunin-

1 L" 14% 2Medicaid $109 billion

3% g////// Medicare $128 billion
Federal tax subsidies

Cl$63 billion

\ State tax subsidies $12 billion

Private health insurance:
20% 17% El Employer share

$149 billion

Private health insurance:
Employee share

$57 billion

- /Private out-of-pocket

~~~~~~$151 billion

. 8%::.../ Other private

x :. ::: :: ::-:- ::: 2 $21 billion
Other public
$78 billion

TABLE 1.-How US Households Pay for Health Care'

Average per Percent Percent of
Estimated Costs, 1992 Household, $ of GNP Personal Income
Paid indirectly

Taxes
Federal hospital insurance payroll tax.860 1.4 1.6
Other federal, state, and localt.3,070 4.9 5.8

Reduced wages (paid by employers)t.1,580 2.5 3.0
Other§.190 0.3 0.4

Paid directly
Personal contributions to private health insurancel.590 0.9 1.1
Out-of-pocket payments.1,580 2.5 3.0
Premiums

Federal supplemental medical insurance.......................................... 130 0.2 0.2
Total.8,000 12.9 15.1
GNP= gross national product

Adapted from Steuerle.16
includes taxes needed to finance direct government health spending out of general revenues, plus the amount of general taxes that must be raised to compensate for revenue lost due to special tax

treatment of certain health-related income (about 269k of total).
tEmployer contributions for health insurance, less government tax subsidies.
§Nonpatient revenue for the health care industry, such as charitable donations, interest income, hospital parking, and gift shops.
llncludes employee contributions to private group health insurance plans and individual policy premiums.
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sured Americans was the recession of the early 1980s. From
1984 through 1989 the number of uninsured seems to have
stabilized. It is not yet clear what effect the current recession
has had on the number of uninsured persons. Unemployment
is currently more than 7% nationwide (B. Holey, Bureau of
Labor Statistics, US Department of Labor, oral communica-
tion, September 1992), and it is even higher in some regions,
such as California, where it is 9.5%. Signs of an economic
recovery are still faint.

The continuing realignment ofthe economy, with changes
in the mix of industries and occupations, is also contributing
to the rise in the number of uninsured. The volume ofjobs in
the manufacturing sector is declining as the service sector is
growing. The manufacturing sector has a strong union tradi-
tion with generous employee benefits. Whereas 90% of per-
sons working in manufacturing had health insurance in
1990,21 employees in most other sectors of the economy did
not receive health benefits at this level. Of those employed in
agriculture 30% did not have health insurance, and ofthose in
service sector jobs 25% did not.21 Also, the erosion of Med-
icaid in many states has resulted in a growing number ofpoor
without Medicaid eligibility. Where 65% of the poor were
once eligible for Medicaid, the program now covers less than
40% of the population below poverty.22

Lack of public or private insurance coverage ranges from
less than 10% in 13 states, including Hawaii, Massachusetts,
Connecticut, Michigan, Wisconsin, and Iowa, to more than
20% in Texas, Louisiana, and New Mexico.21 California has
the largest number of uninsured, a figure that has climbed to
6 million.23 Uninsured persons are found in disproportionate
numbers among those 18 to 28 years of age, Hispanics and
African Americans, those with low incomes, and those liv-
ing in rural areas.'4

A lack of insurance has several important consequences.
It places a substantial financial burden on persons and fami-
lies with relatively low incomes. High costs reduce access to
care for appropriate services. Poor access to primary care is
associated with increased health care costs and decreased
health status.24

Factors Contributing to Rising Health Care Costs
As problems related to costs and the uninsured motivate

policymakers to explore ways to improve or revamp the medi-
cal care system, assessments of various proposals must con-
sider how they address these twin issues. As will be seen in
subsequent articles in this series, most of the current crop of
proposals offer some detail on how they will address the
problem of insurance coverage. Specifics on how costs will
be contained are less often available. To assess the plausibil-
ity of various approaches, it is helpful to examine first the
causes of spiraling health care costs.

The rise in personal health care expenditures can be bro-
ken into four components: general inflation, as measured by
the consumer price index; population growth; medical care
price inflation above general inflation; and all other factors,
including increases in volume and intensity of services.
Whereas the components that are not controllable within
the health care system-general inflation and population
growth-accounted for about 55% of the increase in the past
20 years, medical care price inflation has accounted for 17%
of the increase and the volume and intensity of services for
approximately 28%.25

It is difficult to differentiate the effects of medical care

inflation, quality improvements, and increased volume and
intensity. This collection of components, however, is af-
fected by a variety of factors, including,

* Market failure,
* Technology,
* Administrative costs,
* Unnecessary care and defensive medicine,
* Patient complexity,
* Excess capacity, and
* Productivity.26

Market Failure
Market failure is an economic term describing a situation

in which normal marketplace behavior cannot be assumed to
lead automatically to an efficient allocation of resources. In
this context "failure" is a technical explanation of the com-
mon observation that medical care is different from other
goods and services. Five factors contribute to market failure
in the United States: Suppliers may influence demand, con-
sumers are usually cost "unconscious" when using medical
care, workers are shielded from the true costs of insurance,
uncertainty in the services needed for treating individual
patients leads to the predominance of fee-for-service reim-
bursement, and information is lacking on what works.

An inherent aspect of medical care, regardless of the
organizational and economic system, is uncertainty at the
outset concerning the need for and efficacy of specific treat-
ments. Arrow's classic article on this issue laid the ground-
work for the field of health economics.2"

In the United States, the consumers' desire to insure
against the risk of costly medical care led to the growth of
private health insurance, both employment-based and self-
purchased. The number ofcompanies providing group health
insurance has grown from only 37 such companies in 1942 to
more than 1,500 companies today. Although about 100 com-
panies provide coverage to 90% of the covered population,
and an additional 250 companies provide most of the rest,
hundreds of other companies provide some type of health
coverage (H. Raymond, Health Insurance Association of
America, oral communication, May 1992).

Fragmentation ofthe insurance market has several delete-
rious effects. First, because providers are reimbursed by
many insurers, each company represents a small fraction of a
physician's caseload. Thus, it is impossible for an individual
carrier to collect valid information about a provider's quality
and practice style. It also becomes infeasible to negotiate
average payment rates for episodes ofcare as an alternative to
fee-for-service reimbursement while protecting physicians
from costs associated with treating patients with unusually
complicated conditions. Second, competition among insur-
ers for enrollees leads to fragmentation ofthe risk pool (those
being insured) because of the voluntary nature of health in-
surance and the fact that more and more insurers use experi-
ence rating. Voluntary enrollment means that a given
premium will be most attractive to those most in need of
treatment. Because of this, insurers will seek to avoid high-
risk enrollees.

Technology
Developments in technology-new drugs, devices, and

procedures-play an important role in improving the quality
and effectiveness of health care and in escalating costs. After
pharmaceuticals are developed and approved as safe and ef-
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fective for specific indications, their application may be
broadened, and they may be used when they are only margin-
ally effective or even ineffective. Diagnostic technologies
such as endoscopy, computed tomographic scan, and mag-
netic resonance imaging may also be used initially for a lim-
ited number of indications, but gradually the application is
broadened, and there may be misuse, overuse, and underuse.

During the past 30 years, faculty at the Institute for Health
Policy Studies at the University of California, San Fran-
cisco,28'30 and the Palo Alto (California) Medical Founda-
tion,", as well as other investigators33 have studied the
effects of medical technology on costs. Studies in the 1960s
strongly suggested that for most conditions it was "little
ticket" items that contributed most to expenditure increases,
and technology was not driving up costs. By the mid- 1970s
this began to shift, and studies in the 1980s and 1990s clearly
indicate that "big ticket," high-technology items, such as
coronary artery bypass grafting, are of growing importance.

The complex factors related to the development and diffu-
sion of medical devices have recently been carefully analyzed
by Foote,34 who notes the federal policies, such as funding
for research through the National Institutes of Health, that
promoted their development, as well as those that may retard
them, such as Food and Drug Administration regulation. The
same is true for health care financing policies that may either
promote (Medicare, Medicaid) or retard (HCFA hospital
prospective payment) the diffusion of technology. In contrast
to Canada and many European countries, which place far
more restrictions on the deployment of new technologies,
particularly big ticket items, there is little connection in the
United States between policies that promote and those that
retard this development and diffusion, and no overall policy
is in place related to medical technology. Furthermore, in the
United States there are few constraints on the ability of pro-
viders to offer new technologies, so it is commonly the case
that excess capacity develops with attendant incentives to
increase use.

Administrative Costs
Administrative costs have been the focus of considerable

interest and complaint but not a large amount of careful re-
search. These include the costs of claims processing to pay
physician and hospital bills, marketing, enrollment, and eli-
gibility determination, including risk profiling. A particu-
larly difficult problem is posed for small businesses: health
insurance premiums are higher because of administrative
costs that can be as much as 35% greater than those for large
employers with the same coverage.14 In addition, in their
effort to contain costs through constraining use, payers have
developed extensive review and authorization programs,
further adding to administrative costs. Not only are admin-
istrative costs high for third-party payers, but costs of ad-
ministration must be borne by hospitals, nursing homes,
physicians, and consumers.

It has been estimated that administrative costs account for
about 25% of the $738 billion health care expenditures in
1991 .3 Estimated savings in administrative costs for various
health care reform proposals range from $31 billion36 to $67
billion37 or even $100 billion for single-payer systems.35

Unnecessary Care and Defensive Medicine
Growing attention in recent years has been focused on the

potential importance of unnecessary care, including defen-

sive medicine, in rising health care costs.3 Whereas some
care may be deemed unnecessary or inappropriate on retro-
spective review, it is difficult to make such a judgment at the
time the care is provided. The existence of uncertainty in
clinical decision making has always been recognized, but it
has long been thought to be a random occurrence with few
economic or policy implications. Studies in the early 1970s,
however, showed wide variation among adjacent communi-
ties in Vermont and other New England states in the
population-based admission rates for such elective proce-
dures as tonsillectomy and hysterectomy.38'39 Later studies
showed marked differences in patterns of use and the costs of
care in Boston, Massachusetts, and New Haven, Connecti-
cut,40 with no apparent differences in mortality between the
two cities. A major factor, in Wennberg's view, has been
uncertainty about outcomes of care and the fact that practice
styles and patterns of practice vary idiosyncratically from
one community to another.41 Additional evidence regarding
inappropriate or unnecessary care has come from the work of
Chassin and associates.42"43 Their studies suggest that for
some procedures the application to specific clinical situa-
tions may be inappropriate as much as a third of the time.

It is difficult to estimate the effect of malpractice on de-
fensive medicine and the cost of health care. In a study re-
ported in 1987, Reynolds and co-workers estimated that the
costs ofdefensive medicine were more than 3.5 times the cost
of malpractice insurance premium increases.44 They esti-
mated the component of physician cost related to professional
liability, including defensive medicine, using two different
methods and found these costs were about 15% of the total
cost of physicians' services in 1984. Of these professional
liability costs, $3 billion was spent on insurance premiums
and $100 million on settling claims not covered by insurance.
Practice changes prompted by the risk of claims account for
the rest. A 1991 study estimated that between 1982 and 1989,
about 1% per year has been added to expenditures for physi-
cian services as a result of the professional liability system.
The authors concluded that 30% of professional liability
costs went to the direct payment of malpractice premiums,
whereas 70% was attributable to practicing defensive medi-
cine.45

Patient Complexity
Patient complexity is recognized as a factor of importance

in the cost of care, particularly for low-birth-weight infants;
older persons with multiple chronic diseases and disabilities;
patients infected with the human immunodeficiency virus or
AIDS, particularly those with numerous infections, includ-
ing drug-resistant tuberculosis; trauma patients with multiple
injuries associated with the growing wave of violence; and
patients requiring such major procedures as heart, lung, and
liver transplants. It is evident to most clinicians that because
of the rapid increase in ambulatory and hospital outpatient
services,46 patients are coming to the hospital with more
complex and difficult problems. Although these factors are
important clinically and affect increases in hospital costs,
they are not a major factor in overall cost increases because
the less complicated segment of patients is being treated in
less costly settings.

Excess Capacity
The issue of excess capacity is yet to be seriously ad-

dressed by policymakers, but it is likely to become more and
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more important. Excess capacity is evident in some areas,
such as in the number of hospital beds and the availability of
medical technologies. Statewide hospital occupancy rates in
1988 were as low as 49% in Alaska, 52% in Wyoming, and
55% in Louisiana, Nebraska, and Texas.4' Nationwide, one
in three hospital beds has been empty since 1985, as hospital
occupancy rates have dropped below 65%. Recent work by
Fisher and associates, using the techniques of small area
analysis, estimated savings in Oregon of as much as $50
million if the hospital bed supply were reduced.48

The current supply of physicians is also in excess of what
is needed, and there is certainly a maldistribution by spe-
cialty and geographic area. Most ofthe imbalance by medical
specialty has resulted from a rapid growth in surgical special-
ties and medical subspecialties. A projection of the supply of
physicians by specialty for 1990 showed shortages in the 5
specialties of child psychiatry, physical medicine, emergency
medicine, preventive medicine, and psychiatry and an over-
supply in 16, with cardiology, endocrinology, neurosurgery,
and pulmonary showing the greatest surpluses.49 More re-
cently, both the Council of Graduate Medical Education50
and the Bureau of Health Professions5" reported a physician
surplus, although persistent problems of maldistribution,
both by specialty and by geography, continue to leave some
areas underserved. Data on the distribution of physicians
show extreme variations by geographic area. The federal
government designates 2,143 areas as health professional
shortage areas,52 the major criterion being defined by
physician-to-population ratios. Not everyone agrees with
this assessment of the physician supply problem, however.
Schwartz and colleagues, for example, suggest that the in-
creasing supply of physicians is leading to an outward move-
ment by specialists to smaller communities, narrowing the
maldistribution problem.53

Physician supply has increased rapidly since the mid-
1960s when federal and state policies were implemented to
increase medical student enrollments and expand physician
supply. Total, nonfederal patient care physicians per 100,000
population increased from 125 in 1965 to 193 in 1989. The
United States now has more physicians per capita than almost
all other nations. Exceptions include Israel, Belgium, West
Germany, and the former Soviet Union.54 It is expected that
this number will continue to increase. This oversupply has
important implications for health care costs. A study by
Grumbach and Lee suggests that projected costs for physi-
cian services in the year 2000, given projections about physi-
cian supply, could be as much as $40 billion in additional
costs.55

Schwartz and co-workers, however, argue that the de-
mand for physician services will continue to expand rapidly
because of the aging of the population, the development of
new diseases, and the increasing array of technically sophis-
ticated medical services. These trends, they argue, will lead
to a shortage of physicians, not a surplus.56

Productivity
Assessing productivity in medical care is important, but

conventional measures of productivity are inherently lim-
ited. Productivity is usually defined in terms of output per
labor hour, and industry typically attempts to increase pro-
ductivity by substituting new machinery for workers. The
service and cognitive aspects ofmedical care make it difficult
to achieve productivity increases in this manner, although

some opportunities do exist. Changes ranging from laparo-
scopic surgical procedures to computerized billing systems
can reduce labor input. In some instances, productivity in-
creases are not well measured in conventional statistics. For
example, as hospital lengths of stay have fallen, nursing hours
per patient-day have increased (suggesting falling productiv-
ity) and nursing hours per admission have fallen (suggesting
rising productivity).

Health care professionals increasingly look to broader
measures of productivity by redefining the unit of output.
Based on the concept that avoiding errors is less expensive
than fixing them, the "total quality management" and "con-
tinuous quality improvement" movements are focused on
enhancing both quality and productivity. From a population
perspective, the greatest productivity improvements are
likely to come from two areas: increased prevention of illness
and reduced use of marginally effective interventions.

Health Care Reforms-Setting the Stage
During the past 20 years, and particularly in the past

decade, actions have been taken by the private and public
sectors to slow the rate of increase in health care costs. Con-
siderably less has been done to expand health insurance cov-
erage to uninsured persons. Beginning in 1984, however,
Congress has mandated incremental changes in Medicaid
eligibility. This legislation, culminating with the Omnibus
Budget Reconciliation acts of 1989 and 1990, required all
states to establish minimum Medicaid income eligibility
thresholds at 133% of the poverty level for children younger
than 6 and then to phase in coverage, one year at a time, for
children ages 18 and younger.5" Several states have taken
limited additional actions in an attempt to increase access for
the uninsured.58 Minnesota recently enacted a major reform
proposal to cover uninsured persons,9 and Vermont passed
legislation to set in motion a plan for statewide health care
coverage by 1995 (F. Butterfield, "Universal Health Care
Plan Is Goal of Law in Vermont," The New York Times, May
12, 1992, p A12). Several other states are likely to enact
reform proposals in 1992.

The first major federal attempt to contain Medicare costs
was the "prospective payment system" for hospitals, passed
in 1983 and implemented in the mid-1980s. It had two im-
portant effects, one intended and one unintended. As in-
tended, expenditures for Part A (hospital services) slowed
notably relative to previous trends.59 An unintended conse-
quence of the fixed payments, however, was that hospitals
were no longer able to cross-subsidize uninsured patients
through cost reimbursement with paying patients. This diffi-
culty was exacerbated by the growth of contracting with hos-
pitals by Medicaid programs, particularly Medi-Cal in
California,60 and preferred provider organizations and insur-
ers. The spread of fixed-payment arrangements and contracts
by payers unwilling to cross-subsidize led to rapid increases
in charges (list prices) paid by the shrinking pool of conven-
tionally insured. This, in turn, has forced up the premiums
for small group enrollees-large groups typically have the
power to negotiate discounts-and often to a loss ofcoverage.
It has also deprived hospitals of implicit subsidies, which had
been used for uncompensated care, adding to hospitals' fi-
nancial stress and an increasing reliance on public facilities to
provide care for uninsured persons.

The second major step by the federal government to cur-
tail Medicare expenditures began in 1984, when Congress
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froze physician payments in the Medicare program. Con-
gress followed by reducing payments for overvalued proce-
dures, including many surgical and imaging procedures,
limiting charges by physicians above the Medicare allowed
charge-the Maximum Actual Allowable Charge program-
and establishing the participating physician and provider pro-
gram. These efforts culminated in 1989 with the enactment
of the comprehensive Medicare physician payment reforms,
including establishment of the Medicare fee schedule, limits
on balance billing, and volume performance standards.61-63

Following implementation of the Medicare fee schedule
on January 1, 1992, many private payers began to consider
applying a fee schedule based on the Medicare relative value
scale but with a different conversion factor. How widespread
this will become remains to be seen.

In the private sector, actions have been taken by self-
insured employers and by commercial and nonprofit insur-
ance companies. In their attempt to control costs, employers
have emphasized competitive market-based strategies. These
include shifting costs to employees through co-payments,
deductibles, and increased premium costs; reducing bene-
fits, sometimes eliminating coverage for dependents; cost
management, including utilization review, concurrent re-
view, preadmission or preprocedure certification, and case
management; managed competition; and selective contract-
ing.64 Many of these approaches have affected practicing
physicians, adding to what has been called the "hassle fac-
tor."65

In response, physician groups, including the California
Medical Association, have proposed major initiatives to ex-
tend health insurance coverage universally. Many of these
proposals have called for employer-mandated health insur-
ance and an expansion of Medicaid to cover the unemployed
and unemployable younger than 65.11 The Physicians for a
National Health Program proposal suggests a more basic
restructuring of the way health care is financed, proposing a
single, comprehensive public insurance program.66

To help assess the various proposals for health care re-
form, THE WESTERN JOURNAL OF MEDICINE will carry a
series of articles during the coming year. Included will be a
review of the major reform alternatives under consideration
at the federal level. There will also be a discussion of the
interest groups involved and their attempts to influence the
outcome of the debate. Articles will follow on structural
issues, such as administrative costs and eligibility, that must
be dealt with by all the proposals; quality of care, emphasiz-
ing the use of tools available to physicians, such as practice
guidelines and profiling, that may be useful in providing
appropriate, cost-effective care; managed care; data require-
ments and systems; and finally a review and summary of the
prospects for reform. The intent of this series is to help the
journal's readers go beyond the rhetoric in which various
proposals are couched and to allow a rational assessment of
the strengths and weaknesses of various approaches. As this
and other articles in the series will show, the problems of the
health care system arise from a combination of social, legal,
historical, political, and technologic factors. Simple solu-
tions are unlikely to work, but the prospect of important
changes has energized the policy debate.
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